
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

AN INVESTIGATION INTO THE REASONABLENESS ) 
OF THE EARNINGS OF BRANDENBURG TELEPHONE ) CASE NO. 92-563 
COMPANY, INC. ) 

O R D E R  

On January 11, 1993, the Commission ordered Brandenburg 

Telephone Company, Inc. ("Brandenburg") to file comments stating 

the reasons why it should not lower its rates to earn no more than 

its authorized rate of return of 12.5 percent on equity capital and 

10.08 percent on net investment. On May 4, 1993, the Commission 

ordered Brandenburg to respond to Commission data request items 

related to Brandenburg's comments which were filed March 31, 1993. 

Brandenburg's responses were filed July 7 ,  1993. 

Accordingly, the Commission finds the following are issues to 

be resolved in this proceeding: 

1. Whether it is appropriate to recognize some revenue 

growth to bring test year revenues to an end of period level, given 

that local service and access revenues have increased every year 

during the period 1989 through 1992 and for the first quarter of 

1993 annualized. 

2. Whether concession service should be borne by the 

stockholders and not the ratepayers of Brandenburg and whether the 

concession service should be imputed to local service revenues to 

recognize that it is the stockholders' responsibility. 



3 .  Whether advertising expenditures of Brandenburg conform 

to the requirements set forth in 807 KAR 5:016 which outlines the 

criteria for including advertising expenditures in rates. 

4. Whether director's fees paid to officers of Brandenburg 

who also draw salaries should be disallowed in determining rates. 

5. Whether legal and accounting expenses associated with 

rate case proceedings should be amortized over a time frame which 

approximates the interval between rate investigations. 

6. Whether non-recurring, one time expenditures should be 

considered in setting rates. 

7. Whether Brandenburg'spro Eormawage increaee of $297,914 

effective October 28, 1992 is reasonable. Specifically, whether 

this wage increase of approximately 10.3 percent is reasonable 

given a Value Line estimate that the average compensation per hour 

for non-farm labor would increase 4.26 percent for the period 1993- 

1997. (March 26, 1993 Exhibit by Value Line at p. 9489.) 

8. Whether speculative additions to telephone plant should 

be included in Brandenburg's rate base at this time. 

9. The anticipated construction time table for a new central 

office. 

10. Whether investments made in rural telephone bank stock 

are sufficiently related to the provision of Brandenburg's service 

to subscribers to be included in the rate base. 

11. Whether it is reasonable to average "material and 

supplies" and "prepaids" included in the net investment rate base 

to recognize monthly fluctuations in these accounts and thereby 
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avoid including an amount that may not be representative of 

Brandenburg's average investment during the test period. 

12. The appropriate rate changes to implement any revenue 

adjustments ordered by the Commission. 

13. The appropriate capital structure and cost of individual 

components including long-term debt, short-term debt, and the cost 

of equity. 

14. Whether Brandenburg's capital components should vary 

significantly from the industry averages as found in an article of 

the April 1993 edition of Value Line which charted the composite 

capital structure for the telecommunications industry for 1989 

through 1998, showing that the equity component was 45 percent for 

1992 and estimated it to be 44 percent for 1993, 43.5 percent for 

1994, and 39.5 percent for the period to 1998. Brandenburg's Form 

T for 1992 reflects a capital structure consisting of approximately 

71 percent equity and 29 percent debt. 

15. Whether this Commission could reasonably implement 

reductions for Brandenburg similar to those discussed in a 

management audit report and Pennsylvania Public Utility Commission 

("PPUC") Order for a telephone company in Pennsylvania, North 

Pittsburgh Telephone Company. A copy of the relevant portions of 

the management audit report and PPUC Order are attached hereto and 

incorporated herein.' 

A copy of the entire management audit report is available for 
inspection at the Kentucky Public Service Commission's 
off ices. 
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IT IS THEREFORE ORDERED that: 

1. Brandenburg shall, within 20 days from the date of this 

Order, provide the names and qualifications of witnesses to address 

each of the issues enumerated above. 

2. Brandenburg shall appear at a hearing scheduled on 

September 29, 1993, at 1O:OO a.m., Eastern Daylight Time, in 

Hearing Room 1 of the Commission's offices at 730 Schenkel Lane, 

Frankfort, Kentucky. 

3. Brandenburg shall give notice of the hearing in 

accordance with the provisions set out in 807 KAR 5:011, Section 

8 ( 5 ) .  

4. Any request for an informal conference shall be made in 

writing and filed within 20 days of the date of this Order. 

5. Any request to reschedule the hearing is to be made in 

writing and filed at least two business days prior to the date of 

the scheduled hearing. 

Done at Frankfort, Kentucky. this 18th day of August, 1993. 

OUBLIC SERVICE COMMISSION 

&ha- 
For the Commission 

ATTEST: 

- 
Executive Director 
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Petition of North Pfttrburgh Telephone 
Cagimy,  Offioe of Conmu~~~ar Mvocatm axid 

Requesting Speoial Penuimm x on to Bflo 
Tariff 6uppl.mente For Rate Rduotion on 
Leas than Statutory Notfae 

ATtT Communicatfons of Penno lvaaia, Inc., R-912198 

BY mnt C O ~ M I B B I ~ ~  

On Novombor 19, 1991, North Pfttmburgh Tolmphonm 
Company ("North Rftt8burgh' or nComgslnyg , the Office Of 
Conmumar Advocate (WCA.) urd AT&T c! omunfcatfonn of 
Pennmylvania ('ATh!P), hereinafter retorred to a8 'Joint 
Petftfonerm", filmd a Joint Petftion folr Rate Rcduotfon 
X~QUe8thg m ecfal pmrmLs8ion for North Pittmburgh Telephonm 
COmgany to f B 10, or cause to be f i l e d ,  tariff supplmnentm to 
North Pittmburgh8a Loaal 'Pkelff-TOlephOne Pa. P.U.C. No. 11, 
tho Pennmylvanfa TaloQhone A.socfation* s T o l l  Tarf f f - 
Telephone Pa. B.V.C. No. 10, and the Psnnmylvania Telmphone 
46sociatlon's Aooess Tarif!f-Tolephono Pa. P.U.C. N o .  9, 
BrOViding f o r  ratm reductions teauLti in a net annul 
ravenu. dcozoanm of 8ppmxi,umtrly $1, 7 47,000, to boconu 
effective on lems than statutory notice, on ~muary 1, 1992. 
On Novsmbmr 22, 1991, the Offloe of -11 Business Advoorte 
f1l.d 8 Statanent In 8upport of Joint P o u t i o n  Por ~ . t e  
Reduotion. 

J 
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Under t h m  Joint Petition, all austommr alm88ma will 
rmaeivm aubatantial rat. decxmasea rsrultinq in approximate1 
the mano pmraent raduction in m m n u e  (about 9.5#) which wil 
ennblm all oustmorn to h i m f i t  uniformly from thm propoomd 
revenue rmduction. b r d u l o m  o f  the ohangm In annual 
revmnue by aorvioe claarifiobtion i s  owmuwised below 

f 

Rmaidencmi 
Bafiio Dial Ton. Lino ($209,464) 
,Custom Calling (899,79a) ----------- 

Rea. Subtotal 4 s n u i & u  9.389 

Businmrsi 
Bamia nial Tonm Linm 
Cumtom Calling 

BUS. BubtOtal 
Total - Lac81 

muAmac& 
Total - IntraLllTA 

T o l l  Smrvica. 

LntraLRTA CCLC 
ZntmrLATA CCLC 

Total - Aeceaa 

- T o T A L ~ R m u c T I o I p  

1 ( 8131 , 380 
( 829,050 

($156,430 ) - 
(8,155, 694) 

9 a 204 

. 1.81% 

9 . 5 5 %  
9 .  s4e 

The Joint Petition includes a mtay-out prwimlon 
whmrebp North Pittmbutgh will not file a general rata 
inarsaae for a two par period, prior to Janusry 1, 1994, 
with t h m  uception of any future procoedinpa which mould 
rmault in mandatorg rata abang.8 dum to lmgtalatAvm, 
regulatory, tax or aocountinp ahangem not already lanpluaanted 
aS Of the date Of th. f f l lnp O? t h m  Joint PmtitLOn. 

In addition, AT&T h a m  agreod in t h m  Joint Petition to 
offor Sts Reach Out Pennsylvania iaterWTA toll discount 
aeroicm to North Pittsburghim subaarlbmrm on the condition 
that t h o  grpposd intezzmh catrler c4mmon Line chazge i5 
apprwed on a “per aocoms line pme month baslo” .  
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Wm a m  in  0gre-t w f t h  t h m  Jo in t  P . t i t i i a e r * m  and the 
Offlam of -11 Smmlnamm Mwxatm,s ooIpMDta that the 
pcopoed JoLnt Petition w i l l  mwm'tha u t l l l t y  (and ultimately 
i t a  c a m t a ~ r r r s )  am m u  am eha conm~irsion and M a  public 

80 that would ba involved i n  
lftlgetion OOIz t h m  -8 ozr 1aa8m Of NOl3.h Bittrrburgh'S 
advocntem tho ooasldu.hlm 

The mothodo&o of reduoing ratmm, am currant rat... 
pmpoiod in tha Joint p.t&tion, 8 in accordanom with our 
rmaranlag that: ell alommmm of cnmtomorm ihould Wrfft 
uniformly from t h m  m a u l  L.p.nua rmductlon. Themfore, p). 
shall grant tho po8.d Jo in t  Pmtftlon t o  the u t a n t  
containad In the &of thi8 Opinfon and Order. 

Qs 

- 
A- BA-OIYBD 

N o r t h  Olttmburgh Tdmphonm Comp.ay8r lam+ pmnmrrl 
zate 1ncusa.m b m c ~ o .  mfLoatLva ootobmr 1, 1969. Binoe 
chat t i m e  mubrar- ggmrth and deolininp oapltal cort8 

I ham knmflttmd t h m  C-'m ommingm. 'Eha OCA boa- 
oonamrnad that  North Pittsburgh ha6 h e n  urpuiencing 
enrniagm whioh axoamdmd a na8oxublo rat. o f  rat- on 
cemmon mqulty. I n  ordar to avoid e a m t l  U t fga t ion ,  t h m  

of amicably nmgotleting thr term and ooaditlons for n 
voluntary rat. rmduotlon for North Pittoburgh Tmlophone 
Companywm oustomerr. 

OCA and NJXT apgroaahad North PfttSburg i( for  t h 8  purpo8m 

8 .  TERMS W COXDI%Io#B Or JOINT BE- QETTTION 

T h m  j o i n t  Patitionmrs on raqummting that tho 
CoaPIPLmmLon ap- orad adopt tho t u a u  and oonditlonm 02 
the propommd Jaint Pat i t ion mmmklng ennurl intramtote rate 
modlflontion. Bp.ol2iaall t h m  Joint Petitioners arm 
rquomting approval. of a m  h ~ l r ,  tomi ooac~tionm8 

r . 8 U o f 1 O l l 8  th. apy)(IlI+ OF 611447r273, Without 

1. Want permimmion f o r  t h m  f i l i a g  of the following 
*iff mUppl-t88 



P.5 

P 
Forwarding, 3- bo ay Calling, Bpomd 

Thess'pxo o s d  rats zoduotions will msult 
Ln -uaP 100.3 rownu. duotion. o f  
$340,844 artd $124,848, .r08pWJtiVOly, for a 
total annual, loa81 8. tViOe rwanue 
reduatlon of 8465,691. 

(1) v&rioru optional arutoln aallin 
O M ~ O O  ratom Call waiting, Cal 

calling and Idrnta Ring 
. B o r v i o o ~  ) . . 

(b) A !Eo11 Tariff Bupplrment t o  the 
susoaiation*m Toll 

Pa. P.U.C. No. 10, 18 
B of tho Joint 
rat. roduations to 

North Rittsburgh'm LPtrsWL'EA toll. ratmm, 
r8sultlng Sn an annual t o l l  revmnua 
reduction o f  @155,694. 

(a )  ~n ~acomm Ch 0 tazif2 mu loment t o  tho 

T a r i f  r -nlmphono Pa. P.U.C. No. 9, as 
aontainmd in Agpmndix C of tho Joint 
Petition, whioh oontainr rate reductions 
f o r  t h m  I n t r a U m  and IntuLAPA Carrimr 
Common Lino Chnrge (eCccLca) for local 

aomganiom~ and Lntcroxohanga 

annual aoooss r.venuo reduation of 
$B15,888. In addition, t h m  InterLd'PA CQlC 

mLnure of US.= basis YO a "par (IOQOSS 1 "F ne 
wll1 bo modiflad t o  apply from a 

p.r xnonthn basis, whueupon ATkT a180 
ams to offor its ~ s a c h  Out Ponnmylvanla T saounted interL%TA toll plan to Worth 

Pittsburgh' s oustomarm. 

Penam loam =I %?m sphone iusoa PP ation's Acamsr 

' aompan mohaaf. os, +.sgeatfve2y, rosulting in an 

2. If tho torrrm of t h m  J O h h t  Pmtitlon azo ap roved, 
N o a h  Pittsburgh will not flle a goneraf lato 

will not any inarmasma in f t r  inter&m% aaaoss 
ratom 01: bamia local uohanga suv iam rate. prior to 

QS resulting in mndato rate chanpmm 
ZoEUlting from loqisla~vo, regu 'p atory, tax or 
proc JY3fll 

data aoa-t%hurp of f i l  ng 02 tha Joiut F . U t i o n .  bU50, the 
OCA and XZkT agroo not to .inLtiate a preceding 
agalnst north Pittsburgh prioz to Jmuaep I, 1994. 

hQre(I88 pZLOZ to YrnUarp  1, 1994. The COmpay a180 

1, 1994, vith W u e r p t l ~ n  O f  LUtUrO 

UOt hk8a6y -1-M a9 Of the 
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3. N o r t h  Pittrburgh roqurrtr  t h a t  t ho  Colmairmion state 
in sny ardor approving t h i r  Joint 8 8 t t l m ~ e n t  that  
the CPmmlrsion will not i n i t i a t e  CL proosmding prior 
to Jmua 1, 1994 ~ M c h  soak8 b XadUatiOn i n  NO- 
Pi t t rburg  x '8 juri8diational ratmr. 

In addition t o  t h o  ab- toam8 and conditionr, t h m  
J o l n t  Pmtitionorr have inaludod t h e  followikg stondardimmd 
verbiago i n  tho Jo in t  Potitiona 

This Poti t ion i r  aonditioned upon tho 
Commirrion~r approval without modiflaation or 
amendment. The Joint Pot i t ioner r  agroo that 
th lr  Agrmmnt ahall  haw no forco or 8ffmat 
unlmmr aoompted and adoptod i n  i t 8  ontirmty b 
t h e  Commirrlon, OXaOpt that t h i s  paragra 

Poti t ion io approvod and adoptmd by the 
COmi88iOn. Any prrt my withbraw from t h i s  
~ o t i t i o n  if t h e  c d r r i o n  doon not  a r m o  
all of  ttu t o w  and oonditions t h e r o o p  If 
t h m  ComrPlrrion dirrpprotnr any portion of  tho 
m t i t i o n  or mdi fh8  any tarn or provirion 
thmreofr a Potitionor, in  order t o  withdraw 
from tho Agromunt, must: filo w i t h  tho 
Cornmiamion, and omfly u n a l l  parties, a 

from tho Pe t i t ion  within five ( 5 )  burfnesr 
da r aftmr t h o  Coxntsrion entarxi an crdor 
re 3 8oting o r  modifying any t o m  or corxiition 

Wo bS1i.o. that a11 of tho abova t o m  am 
roaronablo, with tho exoo ion o f  the  condition oontainmd 
in Paragraph 3 r  above, wh pt ch toquortr " tha t  t h e  C0!m~i88iOn 
stat0 i n  any order a roving t h i 8  8 0 t t k ~ i ~ t  that  the 
Coxnimmian w i l l  no t  i n  Pg t i a t e  a proanding  prior t o  January 
1, 1994, which mMk8 a roduation in tho NRTC 
ju r i sd lo t iona l  ratomru In  o w  opinion, it would be 4 

a t t w t  t o  rolfnquimh our authori ty  to initiatm a fu turo  
groaeodinq againr t  A jurimblational tolophoru oo~~pany. 
Tho g r a t i n g  02 this ? ~ q ~ O 8 t  may aaunm futuro 
oomplioations and mako it d i f f l a u l t  for tho conrmisoion t o  
.at on 8 c l f io  imruem which may fnvolvo rat0 roduotionr 
for Nortr Pittrburgh 'Polophono Company. Thmrsfore, we 
r h l l  grant a l l  of the terne of t ho  Jo in t  Pot i t ion with 

shall bo otfootiva zuqardlors of whhethsr 

rtatomont that  ruah P o t i t  'p o n u  i r  withdrawing 

theroof. 

dsro l io t fon  Of O W  8t . tUtOZy m8pon8ib.billty if worn t o  

tho OXaOptiOn Of th8 third TOqU.8t 8tat.d a b O V 0 .  



C.  PROPOSED RATE IUIDUCTIONB 

A brief  discu88ion of the rogommd rate t.duation8 
wm w i l l  allow for each senrice o E a s r i f i c a t i o n  follows: - 

A l l  remidatial and bUSlne88 C U ~ ~ O I D Q I I  w i l l  
axparienca rate rmductionm i n  their month1 loaa l  d i a l  
tone l i n a  ratem under the J o i n t  ~ o t l t i o n .  hlT rasldential 
one-party ratem wlll be reduced by $0.50 per month and all 
buminam8 one-party rata8 w i l l  be raducod by $1.00 par 
month. Ratem f o r  all.  o ther  gradam of muvice (1.e. 
r98idanOe 6nd bUsineE8 Two-Pnrt , Pour-Party, mlti-Party, 

reduced by an amount in the range of $0.20 t o  $1.50 par 
month dapendlng upon tho oervlca. 

I n  addition, tha J o t n t  Pe t i t ion  calls f o r  r a t s  
reductions f o r  momb of the optional ourtom calllng 
services (i.e. Call Waiting, Call  Forwarding, J-W&y 
Calling, Package Plan ,  8-Coda 8 sad Calling, 30 coda S p e d  

The Company im 

Rotary and 88. TLYnkm, Semi-pub g t o  and COCOT) w l l l  almo be 

and Xdenta Rlng Qerv P ca A/). 
t h a t  thame aarvioer bm daar8as.d by 338 whlah 

i n  r a t a  nduatlonm ranging betweon 81.00 t o  
94.00 per month, dapanding upon t h e  merviae. 

We believe that tho rogomod reduction# t o  local  
merviae rates are raaaonab P e. It 18 hopmd that t h e  
proposed r a t e  reduationr t o  t h e  optional curtom aa l l lnq  
sorvlaem w i l l  lncreama the penetration of 8Ub6aSfbU8 t o  
theme Curt- O a l l h p  8eNiae8.  

The Joint Peti t ion almo aontainm r 8 V i d . O n B  t o  North 
Pl.ft8burph'm intraLATA t o l l  semiam ratmm. These 
revimionm will n r u l t  i n  r a t e  increamem and docroamer i n  
tho t o l l  rate milaage bandm. These revi8ionm ware 
develogod by reduoing the Daytime additional minute ratam 
b $0.01  fn the first two mlleage rat. bandr, and a l t e r ing  

Night/Wmekmnd ratam will be limted am ratom rounded t o  the 
neatamt Q.My ra ther  than baming them on a disaountad 
percentage of Daytime t o l l  rater am they are presently 
rated under the .rimting tariff. This a l t e r a t i o n  t o  t o l l  
rat00 w i l l  emmentfally maintain the o t io t ing  350 and 6 0 t  

21 Idanta FUng Seroiae f 8  &em.ntly offered on a non- 
tar l f fmd t r ia l  serviaa b a m i m  f e r  North Plttmbuzt h'm 
curbpmmrm. Tha carppmy i s  ertablishing rogulat  f onm 
~~80cia t .d  w i t h  Identa Ring Berviae i n  t h l m  Pa t i t i on  
and io rapoming rmduced ratem f o r  aximting Idonta Ring 
s a r o r 8 e n .  

t K e eximtlnp t o l l  r a t a  deoign 80 t h a t  t h e  Evaning and 

c 
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disoouitts for Bvaning and Nlght/Woekend ratmm, 
rospectivaly.  tIowwor, duo t o  tho rounding t a  the noamst  
penny, soam rat. mileago bands w i l l  ha- ratem'incrmasmd 
and noma w i l l  haw ratoo dwnambtl by a f r ao t ion  of a oont 

.whtoh will result in an overall usnuaJ. rmnue nduc t lon  
O f  a P m X a t O l y  $195,694. 

.- 

n o  Jo in t  Pot i t ion almo contain8 ' I 4 t O  roduotions t o  
acceem ohargma r o  t h a t  Antorexohsngs oarriors (i.0. ATtT, 
E I ,  US 9 int, ota.)  and local exohangm telephone 
oomganies w Y 11 a l s o  benoflt from t h e  North P i t t s b u r g h i #  
ravenuo roduction. 

B ec l f i aa l ly ,  the  Jo in t  Pe t i t ion  propo8.s roduatLons 

("CCLC"). I?la LntraLATh CCL will bo rducmd from 80.0471 
o r  n~inuto of  US. t o  $0,0426 par mlnuto of uea. Tho 

PntorXJLTA CCL w i l l  be rmducod and ahanpod from a prr 
mlnute of use baais t o  a f l a t  r a w  p o r  aoaoss Uno p u  
month basis, tram $0.0471 per otlginating minutm of US. 
and 80.0387 p r  terminating mlnute of use, t o  91.49 por 
aocasa U n a  p u  aonth. 

t a  t h e  L torWITA and 1ntraUTA Carrlar  Common Line  Chargor 

Al#O, it i8 -0fiant t 0  not0 t h A f  North  
Oittsburgh'm C U 8 t a U 8  wlll bo ab10 t o  save addlfionally 
on t h e i r  interLhZh t o l l  oallls sinom ATGT has agromd t o  
offor i t 8  optional t o l l  d i8aO~nt  plan o n t i t l o d  "R.aoh Out: 
PonnsylvanirY upon approval of tho lnferLATA CCLC 
raduction. We 8hall oxpoot ATGT t o  f i l a  a tatiff 
8uggl.ment whioh implanentr +his agrmmrmnt wi th in  ten ( 1 0 )  
days o€ tho date o f  mntry of t h i s  Opinion and Order. 

Our review and analysir  of tho J o i n t  P e t i t i o n  imdicato 
that  it doma not gon.rally appoar t o  bo unjust ,  uanasonablo,  
o r  contrary t o  tho publio in te ros t .  AS a r e n u l t ,  we shall 
grant the Joint Pot i t lea ,  t o  t h ~  extent contained in this 
Opinion and ardor. HOM.rr thh doas not cons t i tu te  a 
datormlnation that t h h o  Joint po t i t i on  in roasonablo or 
prudent f o r  the purposos of d e t u d a i n q  j u r t  and roasonablo 
rat.. Ln mny future 9rooesdCn ~urthormorm, the granting of 
th i s  Jo in t  Pot i t ion io hero%; madm subjaot t o  subsequent 
aud i t  and eeviawp w, - 

x r  I S  ORDZIlmI 

L. That tho Jo in t  Pet i t ion filed by X o r t h  Oitt8burgh 
Telephone C ~ l p p a n y ~  tho O f f l o o  09 Consumer Advocate, and AZGT 
CoJamunieationr of Panno lvania, on HW- 15, 1991, 
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dmoreaim of approa..prtoly $1,-47,000, to baoonn mffeotim on 
le08 than 8tatutory notiom, on January 1, 1991 ba, aad h a d y  
im grantod, in part, to tha extant oontainmd in  t h m  body of 
chis Opihion and Order. 

2. TA4t within tan (10) day8 after t h m  &to of entry o f  
t h i o  Opinion and Ordu, N o r t h  Pittiburgh Talmphona Company 
shal l  file, or oause t o  ba fllad, tariff mu lawnti, in 

a t  lma8t onm dap'8 notloa. 

3 .  That within tan (10 day8 a f t u  tha data of  entry 02 
t h i s  Opinion and War, ATL k Comutuniaatiornr of ~onniylvanla 
lhall filo a tariff supplomnt which utandm i t a  %maah Out 
Fenn8ylv4niaw toll di8oount aallinq plan to North Pitt8burqh 
Tolaghone Cwq4ny'r auutomorr, to baame mffaotiva upon at 
learnt one day's notiom. 

4 .  T h a t  4 copy of thi8 Opinion and O r d m r  bm 8 m r v o d  upon 
North Pitt8b h T m l m p h o n m  Compnny, ATa9 Commrmaloationm of 

' 

aooordmoe w i t h  tha Jolnt Potirion, to baooau a T fmotiva upon 

pOnn8ylVMi8, % a o l t i o a  of Coniuraor Advaoatm, and tho Offloe 
Of -11 Bll8h.88  AdVOO4ta. 
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VI1 - F I N A N a  

OUND AND PE- 

Prior to 1978, NPTC's capitalization consisted of a minority interest ($800,000 of 4 
1/2 percent cumulative preferred stock issued in the late 1940's), common stock (none of 
which has been offered since 1968), and long-term debt that was furnished by Penn Mutual 
Life Insurance Company through a private placement. The Penn Mutual-furnished debt 
imposed covenants that restricted NPTC's financial flexibility and hampered the Company's 
ability to assume additional debt. As a result, the Company explored the possibility of 
securing Rural Electrification Administration (REA) financing. The Company was 
successful in obtaining a REA loan commitment through the Rural Telephone Bank and 
used it to replace the private placement through Penn Mutual. NPTC has relied exclusively 
on REA financing (and internally generated funds) ever since. The REA financing is at 
extremely advantageous interest rates -- 6 1/2 percent although Rural Telephone Bank 
investment requirements nudge the effective interest rate up to about 6.85 percent. It has 
enabled NPTC to completely modernize its enure telephone network. By 1987, NPTC 
exhausted the remaining unborrowed funds available to " T C  from the Rural Telephone 
Bank under currently approved loans. These funds were not fully required to fund NPTCs 
construction program because of positive cash flow resulting from strong earnings and 
changes (accelerations) in NPTC's depreciation practices. This aggressive use of long-term 
debt coupled with strong cash flow has created NPTC's holding of over $13 million in 
marketable securities by the end of 1987. 

The diagnostic review indicated that NPTC is earning actual rates of return on equity 
(25 to 30 percent) that far exceed those achieved by most of the telecommunications 
industry and rates that are much higher than those granted to other telecommunication 
carriers in recent rate cases. This range of rate of return numbers reflects total rate of 
return for both state and interstate operations. Allowed rates of return on equity in the 13.5 
to 15.5 percent range have been typical in the last several years. Actual rates of return on 
equity often tend to be several percentage points lower. NPTCs profitability in part stems 
from the fact that its service territory is contiguous with important Pittsburgh commercial 
centers and hence the Company's business and residential customers have natural social and 
economic ties to Pittsburgh. Since none of the telephone calls placed from NPTCs service 
temtory to Pittsburgh proper are local calls (except for those customers opting for NPTCs 
new circle calling plan), NPTC enjoys an unusually high proportion of toll revenue. In fact, 
toll revenue represents approximately 80 percent of " T C s  total revenue stream. 

North Pittsburgh Systems, Inc. was organized as a holding company and merged with 
North Pittsburgh Telephone Company on May 31, 1985. The holding company was the 
surviving entity and NFTC became a wholly-owned subsidiary. In the merger, the common 
stock of NPTC (par value $3.125 per share) was converted on a share for share basis into 
common stock (par value $3.125 per share) of the holding company. NPSI stock was split 
5-for-1 on December 11, 1986 and resulted in the current 3.76 million shares outstanding 
(par value S.625 per share). While stock splits can effectively reduce the cost of acquiring 
a round lot (typically 100 or 500 shares) and therefore potentially attract smaller investors, 
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FINANm 

stock splits &Q tend to obfuscate earnings per share growth over an extended period of 
time. This is true of NPTC and NPSI earnings since the stock split. The holding company 
arrangement also no longer reveals stock ownership to the Pennsylvania Public Utility 
Commission. The Form M requires operating companies to list their top 30 shareholders. 
With the holding company structure, however, NPTC merely reports to the Commission that 
i ts  shareholder is North Pittsburgh Systems, Inc. (100 percent ownership). In 1984 the top 
30 shareholders held nearly 30 percent of the outstanding shares. 

The creation of the holding company added separation between regulated and 
unregulated businesses. It also obscures the true profitability of N P X .  As a wholly-owned 
subsidiary of North Pittsburgh Systems, Inc., NPTC pays cash dividends to the holding 
company. The holding company (NPSI), in turn, pays cash dividends to the common 
shareholders. Not all of the cash dividends paid by NPTC to NPSI are passed on to the 
shareholders of NPSI. Exhibit VII-1 shows this process for the years that NPSI has been 
in existence (1985-1987). The net effect is to effectively transfer cash from the regulated 
entity (NPTC) to the unregulated entity (NPSI) and its unregulated wholly-owned subsidiary 
(PTI). This process has already transferred nearly $5 million to NPSI in only three years. 
The determination as to whether or not any or all of these funds should have benefitted 
NPTCs ratepayers (which they didn't because of the transfer) or the NPSI shareholders 
(which they did) was beyond the scope of the diagnostic review. 

The methodology used to conduct the diagnostic review of the NPTC financial 
function and uractices is summarized below. It consisted of reviews oE ~ ~ ~~~ 

. . (  , .* . ' #  , : e. , . > I >  

NPTCs existing capital structure and the Company's choice of financial 
instruments (both debt and equity) in view of available alternatives. The relative 
conservativeness (or aggressiveness) of NI"s  financial strategy was also 
examined in light of NPTCs (and perhaps more subtly NPSI's) business strategy.' 

NPTCs historical cash flow patterns and projected cash flows in light of planned 
capital expenditures. We reviewed NlTCs ' efforts and long-term plans ' to 
preserve ongoing access to both debt and equity capitid.. 

NPTCs internal financial controls both organizationally and procedurally. 

NPTCs management and control of working capital accounts such as accounts 
receivable, accounts payable, and materials and supplies. 

The operations of each of the groups within the NPTC finance o rgan idox : ;  
Cost Accounting, Treasury, General Accounting, Revenue Requirements. Data 
Information, and Payroll. Findings related to several of 'these groups are 
contained in Chapter VI. 
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NDS TO HOLDING COMPANY AND COMMON SH AREHOL DER 

75.3% 
$3.797.280 $2,857,600 

Dlvidends Paid By 
NPTC to NPSl 

w 

Retained For - 
99.1% 

$3.573.C,40 $3,541,820 

tatu 
49.2% 

$7.038.400 $3.459.200 

mfds $14.408.720 

$3,579,200 

$4.550.000 



" T C ' s  Use Of Rural E I e c t r r  
. .  

(1) 
e C- 

The Rural Telephone Bank long-term financing has provided NPTC with a low-cost, 
secure source of debt financing. The 35 year notes (initially set to mature in 2013 but 
extended to 2019) have provided NPTC with the necessary funds and financial flexibility to 
completely modernize its telephone system. The embedded cost of this debt - 
approximately 6.85 percent once the Rural Telephone Bank capital stock investment 
requirement is met - is considerably lower than that faced by other telephone companies 
without access to REA financing. 

Although NPTC has already exhausted (in 1987) its authorized loan commitment, the 
Company is attempting to preserve its access to REA financing. The REA has indicated 
that there are no impediments to NPTC's seeking additional loan commitments. In the 
interim, internally generated funds appear to be sufficient to satisfy all of NPTC's capital 
requirements for at least the next five years. As such, NPTC's external debt financing 
requirements over the reasonable financial planning horizon are minimal. 

(2) PPTC'S c w-rvat' ive Rebt  ive To Its P e a  

NPTC is more highly leveraged than the typical telecommunications carrier. Exhibit 
VII-2 shows the long-term debt to stockholders' equity (common and preferred) ratio of 
NPTC relative to a panel of eight other telephone companies with Pennsylvania operations. 
Only Brookville Telephone Company (193.0 percent) and Contel Telephone Company of 
Pennsylvania (129.2 percent) were more highly leveraged than North Pittsburgh Telephone 
Company (105.1 percent). Most of the other panel members - Denver & Ephrata 
Telephone Company; Conestoga Telephone & Telegraph Company; Alltel Pennsylvania, 
Inc.; Bell of Pennsylvania; Murraysville Telephone Company and United Telephone of 
Pennsylvania had ratios of less than 80 percent. The median ratio of the entire 
telecommunication carrier industry is 68 percent. 

Looking solely at NPTC's long-term debt to stockholders' equity ratio is somewhat 
deceptive in assessing its financial aggressiveness. The magnitude of marketable securities 
on NPTC's balance sheet tends to mitigate the potential risks associatedwith the Company's 
aggressive capital structure. These marketable securities could be used to extinguish a 
portion of NPTCs outstanding long-term debt and therefore bring NPTCs capital structure 
to a more conservative position. Nevertheless, on pure measures, NPTC is highly leveraged. 
Higher leverage always entails the assumption of greater financial risk in return for generally 
higher returns on equity. Whether or not this higher leverage makes sense given NF'TC's 
fairly aggressive business strategy is also at  question. Companies with aggressive business 
strategies often adopt relatively conservative financial strategies so as to provide assurance 
of long-term financial soundness. This is not of as much concern in NPTC's case because 
of its very large marketable securities holding. 

M I - 3  Scott Consulting Group- 
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NPTC does not articulate a target capital structure. The Company does, however, 
perceive itself to be pursuing a very conservative financial strategy. On conventional 
measures alone, this is clearly not the case. In fact, were it not for the presence of the 
marketable securities and NPTC‘s high profitability SCG would be concerned at “ E ‘ s  
aggressiveness in its capital structure. 

(3) JW”s  A- Over w t  Five Years Were Not 
ction But Were B&ial To NPTC and G$Declallv To NPSI 

Exhibit VII-3 shows NPTC‘s sources and uses of cash over the last five years (1983 
to 1987). Cash flow over the period was more than sufficient to meet all construction 
expenditures and even support moderate dividend growth without the additional REA debt 
financing obtained pursuant to the 1978 loan commitment. Simply summing up the five- 
year growth in cash equivalents ($8,01O,OOO over the 1983 to 1987 period) and comparing 
this to the net issuance of additional long-term debt over the same period ($6,160,000) 
clearly shows that the additional financings were not needed to fund construction or any 
other of NPTC‘s investments over the period. The funds served primarily to build up 
NPTC’s large holding of marketable securities and to pay increased and even special cash 
dividends to the holding company, NPSI. A portion of these dividends were passed along 
by NPSI to the shareholders as was shown in Exhibit VII-1. Had NPTC not elected to 
assume the additional debt its balance sheet and capital structure would closely resemble 
the more conservative nature of its peers (long-term debt to total shareholders’ equity ratios 
in the 65 to 85 percent range). 

Nevertheless, the acquisition of this additional funding has clearly benefited NFTC 
The company has been able to regularly invest its excess funds at interest rates higher than 
the 6.85 percent at which it has been able to borrow. It should be noted here that NPTC 
has stated that every single dollar obtained from the REA has been invested in properly, 
plant and equipment. What is not stated is that internally generated funds were sufficient 
to fund construction. 

The cash dividends paid by NPTC to the holding company (NPSI) have grown rapidly 
(38.5 percent compound annual rate) over the 1983 to 1987 period. Exhibit VII-1 illustrated 
that not all of this cash is reaching the common shareholder. The cash is exiting the 
regulated entity and is therefore escaping the scrutiny of the Commission. Exhibits W-4 
and VII-5 illustrate the NPTC dividend growth in two different ways. All dividends are 
shown as if the 5-for-1 stock split of 1986 had not occurred so as to not disguise the dividend 
growth rate. Exhibit VI14 shows the actual quarterly (and in 1985 and 1987 the special) 
cash dividends paid by NPTC to NPSI. Exhibit VII-5 shows the summary by year. Taken 
together, the exhibits illustrate the dramatic growth in dividends paid by NPTC to NPSL 
Neither exhibit shows cash dividends paid by NPSI to the common shareholder. It k 
important to observe that large amounts of cash are being transferred to NPSI (an 
unregulated entity) and in 1987 in amounts greater than NPTC‘s net income. 
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P 

Ensh W o w s  i m 3 1 9 8 4 1 9 8 5 l s X i 1 9 8 z  
Net Income 4.107 4,625 5,522 4,551 5.999 

Deferred Income taxes-net 462 422 311 1,256 1,630 
Change In Inventory 21' (28) 22 (107) 85 

Change In accounts payable mJssLl4u2452m65l 

Items not requiring cash currently: 

Depreciation 5.1M) 4,347 4,565 6,139 7.117 

Change In accounts recebable (297) (512) (3.012) 2.505 (1.184) 

Net Cash Provided By Operating ActMtles 9.236 11.899 6,227 16.m 11,082 - 
Construction Expenditures (Plant Added) (4.110) (5,237) (4.205) (1 1.605) (5,710) 

Other: 

Investment In Rural Telephone Bank 142 
Sham d Capital Stock of PTI (L620) (2.OOo) 
Pitlsburgh SMSA Umited Partnership (697) (18) (36) (W 
Miscellaneous physlcal propem J . m l m , l L ! 2 a 7 3 9 0  

Net Cash Used BY Investing ActMtles (4,122) (7.631) (6.389) (11.576) (5.414) 

P 
Issuance (Retirement of Long-Term-Debl) 1.727 (278) (zgg) 4.818 192 

Equivelents Prior to DMdends § . M l A s Q  ArSlAQJEiI 5.m 

fNPSI After 1984) L t z s 1 1 l l a m A L 3 % 3 ~ m  

Net Increase In Cash and Temporary Cash 

Payment 01 DMdends To Sharehddws 

Net Increase in Cash and Temporary Cash 
Equivalents After DMdends 5,090 1,999 (4.294) 6,429 (1.214) 

Source: PAPUC Form M: SCG Analysis 
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(4) An- Has Not BeenEmlzLhed For NPTC %Id 
rns That Are Much H W  

NPTC has not had a rate case since 1969. As a result, its local service rates are 
among the lowest in the Commonwealth (local service revenue represents about 20 percent 
of NPTC's total revenue). The 1969 rate case did not set an allowed rate of return on 
equity; it only established a rate of return on rate base which assumed a weighted average 
cost of capital (WACC). Hence, an updated allowed rate of return on equity does not exist. 

The determination and assessment of NPTC's actual rate of return on equity merits 
discussion because two different regulatory jurisdictions are .involved. The Pennsylvania 
Public Utility Commission's purview extends to local rates and intrastate toll revenue. The 
Federal Communications Commission (FCC) regulates W C ' s  interstate toll revenue. The 
FCC has set an allowed rate of return on equity of 12 percent. An analysis of the intricacies 
surrounding the basis and rationale for these rate of return on equity determinations is 
beyond the scope of this study. What is important to observe is that NPTC is overearning 
relative to industry norms regardless of the regulatory jurisdiction involved. 

The magnitude of NPTC's recent rate of return on equity relative to its peers can be 
seen in Exhibit VII-6. SCG examined the requested rates of return on equity in various 
telephone rate cases around the United States over the past year and found that NPTC's 
actual ROE was considerably higher than usual. The fact that NPTC is so profitable 
explains many of its financial actions over the past several years. It certainly creates 
powerful incentives to expense (rather than capitalize) items and to increase depreciation 
expense, which is what N R C  has done. It also creates an incentive to move cash as quickly 
as possible to an unregulated entity and to therefore avoid a potential regulatory initiative 
to recapture excess profits and return associated savings back to the ratepayer. Whether or 
not this should be pursued through a Pennsylvania Public Utility Commission proceeding 
or a Federal Communications Commission proceeding is unclear. NPTCs reported rates 
of return on equity would suggest that the bulk of the excess earnings are from operations 
under FCC jurisdiction. 

Potential ratepayer savings associated with NPTC being reduced to a level of typical 
telecommunications industry profitability are enormous. Exhibit MI-7 is a simplified pro 
forma income statement that we prepared to show the drop in revenue requirements 
associated with a return of NPTC to normal profitability. Revenue requirements drop 185 
percent or $5.205 million per year. 

Because NPTCs local rates are among the Commonwealth's lowest, SCG believes 
that NPTC's toll revenue volume explains its high profitability. To simply assert that the 
Company's local rates are low is misleading. It only derives 20 percent of its revenues from 
local service. The Company's revenue and profit generator is toll calls. 

Averaees 
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(5) Will Be SufficientTo SF&& Nl"s 
ts Over Thg Next Five Y m  

At current profitability levels NPTC will not require external financing over the next 
five years. The Company's construction program will not be as extensive now that the 
digital conversion effort is nearing completion. Increased depreciation expense has been 
contributing to strong positive cash flow. The increase in depreciation expense over the 
1984 to 1987 period amounted to $2.77 million per year. A portion of this escalation is 
attributable to the early retirement (due primarily to technical obsolescence) of assets that 
were replaced during the digital conversion. Another part of the depreciation expense 
increase is due to NPTC's shortening of the estimated useful lives of Certain classes of 
assets. Exhibit VI1-8 indicates these trends. It should be noted that these trends have been 
common throughout the telecommunications industry. 

NPTC is in a fairly enviable position with respect to many of its peers with respect 
to its overall financial and strategic position. It already possesses an extremely modern 
network that should require fewer resources to maintain than the one it replaced. The 
Company's high profitability and shortening of the useful lives of assets (which increases 
depreciation expense) have provided and could continue to provide strong positive cash flow. 

(6) Are AooroDriate 

All NPTC disbursements require the approval and signature of a Company officer. 
Disbursements over $5,OOO require two officer's signatures and are generally reviewed by 
the President as well. The Company Treasurer routinely reviews all major invoices. This 
level of attention and separation of approval authority is appropriate and is indicative of 
adequate internal control of disbursements. 

There is a minor opportunity for improvement with the signature authority (buying 
level authority) afforded NF'TC's Supply Supervisor, but this issue is discussed in the 
Chapter VI. 

(7) NPTC 's 1-t In The Pi- SMSA 

NPTC holds a 3.6 percent equity stake in the Pittsburgh SMSA Limited Partnership. 
The Partnership's purpose is to provide cellular telephone service to the greater Pittsburgh 
metropolitan area. The topography of the Pittsburgh area has presented unanticipated 
technical problems (primarily reception-related) and these difficulties have required the 
Partnership to install additional equipment. 

Thus far, the Partnership (which includes Bell Atlantic and Alltel) has not been a 
financial success. The NF'TC equity in undistributed net losses of the Partnership was 
Sl90,oOO and S117,OOO for 1987 and 1986, respectively. Perhaps more significantly, the 
Partnership continues to require additional cash. Simply maintaining the 3.6 percent stake 
required additional " T C  capital infusions of $94,000 and S36,OOO in 1987 and 1986, 
respectively. 

. .  
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NPTC's initial and ongoing participation in the Partnership is indicative of NPTC's 
strategy to be a full-line provider of telecommunication services. NPTC believes that it 
must be able to offer its customers a full array of services to reduce the possibility that a 
competitor gains a foothold in NPTC's service territory. SCG believes that this business 
strategy is generally sound and therefore believe NPTC's continuing investments in the 
Pittsburgh SMSA Limited Partnership are appropriate subject to some final investment limit 
and the reasonable prospect of reaching a break-even point in a certain timeframe. 

(8) Use Of W o r w  

NPTC's ability to control the growth of accounts receivable has been affected by the 
Commission's Chapter 63. As explained in Chapter VI, SCG believes that significant 
opportunities exist to modify existing customer deposit and customer late charge policies 
such that overall accounts receivable performance improves. 

NPTC attempts to limit its overall materials and supplies investment (inventory) to 
less than $1,OOO,OOO. The Company's ability to achieve this target has been mixed, in part 
because inventory control responsibility is too widely dispersed. Furthermore, lower-level 
personnel that highly influence inventory levels (through sparing philosophies, safety stock 
levels, etc.) do not have specific dollar limits to guide their decisions. As a result, SCG 
believes that the discussion of the NPTC Supply function (described in Chapter VI) will 
improve the Company's ability to control and possibly reduce its inventoly investment level. 

The cash flow schedule presented in Exhibit VII-3 illuminates NPTC's cash flows. 
This analysis indicated that there have been wide variations in the magnitude of accounts 
receivable and accounts payable. These variations are not attributable to the Company's 
core telephone operations but rather to other receivables and payables. They are related 
to transactions between NPTC and the unregulated subsidiaries of NPSI. 

(9) 

NPTC uses Pittsburgh National Bank (PNB) for its payroll accounts, general accounts 
and a retail lockbox operation. N?TC has had a banking relationshjp with PNB for many 
years. Over 90 percent of N P T C ' s  total revenue is paid by mail through the retail lockbox 
operation at PNB. All receipts are cleared daily and are deposited to NPTC's account. 
NPTC also deposits all collections from its Business Office (in Gibsonia) on a daily basis. 

On the cash disbursement side, NPTC builds up its cash balances to meet quarterly 
outlays such as Federal Income Tax Payments, Pennsylvania Income Tax Payments and REA 
interest payments. Additional balances are built up for large annual items such as the 
Retirement Plan deposit. Cash is placed in short-term vehicles such as certificates of 
deposits, bankers' acceptances and the like through PNB at maturities which coincide with 
anticipated disbursement times. Other known items are posted to a rolling schedule which 
indicates the magnitude of upcoming outlays. 
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(10) " T C  D- Or W U  I 
I Operations and maintenance (O&M) budgeting is a critical managerial control 

process. An O&M budgeting process should be closely linked with a Company's profitability 
planning. O&M budgeting is generally performed after specific profitability targets are set  
These profitability targets establish and set limits on what expenditure levels ought to be to 
achieve the desired profitability. In most companies. therefore, an O&M budget helps to 
control ongoing outlays such that profitability will be sufficient to ensure long-term success. 

A well-conceived and effective O&M budgeting process should instill a cost control 
awareness down to lower levels of an organization. Ideally, supervisors should be held 
responsible for keeping those costs that they have control over within certain targets. 
Perhaps more importantly, the O&M budgeting process channels available resources to 
areas that are planned in advance. 

NPTC does not employ an O&M budgeting process. The Company believes that its 
key managers are able to provide sufficient control over expenditures without one. NPTC 
is extremely profitable, and the Company enjoys strong positive cash flow, a situation that 
has in all likelihood reduced NPTC's sense of urgency to institute more stringent controls. 
Nevertheless, SCG believes that NPTC needs to introduce an O&M budgeting process 
particularly in view of the Company's continued growth and the increasing level of 
competition in the telecommunications industry. 

(11) Overall.NPTCs R e v e V  

An effective Revenues Organization should be structured to effectively plan, manage, 
and control the Company's different revenue streams. This role is becoming increasingly 
important as the distinctions between the local. toll, and access revenue streams continue 
to blur and the relationships between the revenue streams make their forecasting and 
tracking more difficult. NF'TCs revenue planning organization activities include the 
development of revenue plans and objectives; the tracking and analysis of the local, toll and 
access revenue streams; the monitoring of jurisdictional financial performance in concert 
with Finance; and regulatory relations. An organization chart of NPTCs Revenue Planning 
function is shown in Exhibit VII-9 on the following page. Responsibility for analyzing and 
monitoring all revenue streams, regulatory response on revenue streams (pro forma or 
actual), and any review coordination with other TELCOs. NEW or the interexchange 
carriers resides in the same organization. 

, .  
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TheQstsTo- 

There are many different ways to address NPTC's overearnings situation, a detailed 
analysis of which was beyond the scope of this study. Without intimate knowledge of the 
many NPTC revenue stream, and the costs associated with sustaining them, meaningful 
revenue reduction recommendations are very difficult to formulate. The situation is further 
complicated by the fact that two different regulatory jurisdictions are involved. Nonetheless, 
the level of NPTC's earnings argues for lower ratepayer costs. 

NPTC has characterized itself as a "toll machine", a characterization that appears 
accurate and that identifies where the bulk of revenue reduction should occur. The 
following recommendation is based on this situation and is but one way to begin to correct 
the fact that NPTCs ratepayers are providing the Company's with aggregate revenues that 
far exceed industry norms. 

NPTC should conduct a study to evaluate and document the effects of offering 
services such as the Extended Area Service, The Circle Calling Plan, or other services at a 
significantly reduced rate. The plan ought to be revenue negative, which would help restore 
NPTCs earnings to normal levels. It would also avoid a complicated and lengthy rate 
proceeding. 

Expansion of the number of customers experiencing reduced toll costs would have 
extremely positive customer satisfaction effects. In its own customer service surveys NPTCs 
customers have consistently expressed discontent with the Company's limited free local 
calling area. A bold move by NPTC to offer a much lower cost toll service would further 
bolster the Company's image, stimulate additional growth, and relieve ratepayers and 
partially correct " T C ' s  overearnings situation. 

Toll To C u m  (Ref. Finding 4) 

3 (Ref. Finding 7) 

By December 31, 1987, NPTC had invested nearly $1.044 million in the Pittsburgh 
SMSA Limited Partnership. Because of continuing Partnership losses, the book value of 
W T C s  investment stood at  $494 thousand at the end of 1987. Nevertheless, NPTCbelieves 
that the Partnership is viable and that additional investments will be recouped. The 
Company should establish its thresholds, in both time and investment, at which it intends 
to reassess that conclusion. 

. .  

ove Use Of W- (Ref. Finding 8) 

Recommendations regarding the use of working capital are included in Chapter VI 
because working capital use is largely affected by NPTC departments other than Finance, 
and working capital improvement opportunities are best d m d  in the context of the 
departments best-suited to effect the improvement. As a result, potential accounts 



receivable improvements are discussed in the findings and conclusions regarding the Service 
Department, and potential materials and supplies improvements are discussed in the findings 
and conclusions regarding the Supply Administration group. 

(Ref. Finding 10) 

N€TC should develop and implement an O&M budgeting process. This process 
should include the creation of distinct cost centers throughout NFTC These cost centers 
should closely parallel organizational alignment. All foreseeable "TC labor, contract 
labor, consumables, materials and supplies, and administrative expenses over the upcoming 
year should be identified and quantified. Managers should be held responsible for budget 
performance on those expense items within their control. Monthly reporting of actual 
expenses relative to budgeted expenses should be provided and a variance reporting 
requirement should be used to explain all variances outside of a specified band. 

NPTC could develop a workable O&M budgeting process in about one year. NI?T: 
should plan to implement the O&M budgeting process reporting around January 1990. ?his 
would require that budgets be prepared in the Fall of 1989. 
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